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EFORE attempting an evaluation 
B of the type of economic sys- 
| tem proposed by modern so- 
cialists, it will be desirable to inquire 
driefly into the nature of such a 
system. Practically all definitions of 
modern socialism deal with the sub- 
ject in terms of institutions. Thus, 
we are told that “a socialized in- 
dustry is one in which the material 
instruments of production are owned 
by a public authority or voluntary 
ssociation and operated, not with a 
view to profit by sale to other people, 
ut for the direct service of those 
whom the authority or association 
represents. A socialized system is 
one the main part of whose re- 
sources are engaged in socialized in- 
dustries.”* Again: “Socialism, as I 
understand it, means four closely 
connected things—a human fellow- 
ship which denies and expels distinc- 
tions of class, a social system in 
which no one is so much richer or 
poorer than his neighbors as to be 
unable to mix with them on equal 
erms, the common ownership and 
ise of all the vital instruments of 
oroduction, and an obligation on all 
sitizens to serve one another accord- 
ing to their capacities in promot- 
ng the common well-being.”’ And 
inally: “Socialism is an economic 
rganization of society in which the 


*This is the first of a series of two 
articles on this subject. 

1A. C. Pigou, Socialism versus Cap- 
talism (London: Macmillan and Com- 
jany, Ltd., 1937); p.-3. 
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material means of production are 
owned by the whole community and 
operated by organs representative 
of and responsible to the community 
according to a general economic 
plan, all members of the community 
being entitled to benefit from the 
results of such socialized planned 
production on the basis of equal 
rights.”® 

A study of these definitions yields 
several conclusions concerning the 
nature of a socialistic system. In the 
first place, the rights of private 
property would be limited to con- 
sumption goods, since productive 
wealth (land and capital) would in 
general be owned by society as a 
whole. However, some socialists say 
that the social ownership of the 
means of production would be lim- 
ited to the land and capital used in 
“large-scale production.” That is, 
aggregations of land and capital 
which were so large as to require 
the use of hired labor in their opera- 
tion would have to be socially 
owned, but small amounts of land 
and capital, which could be operated 
in production by the owner (and 
perhaps other members of his fam- 
ily) and which would not involve em- 
ployer-employee relationships, wage 
slavery, and exploitation, could per- 

2G. D. H. Cole, The Simple Case for 
Socialism (London: Victor Gollancz, 
Tid 1 9351) epid. 

SH. D. Dickinson, 


Socialism (London: 
sity Press, 1939), p. 3. 
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haps be safely left in the hands of 
private owners. Sometimes it is 
even contended that certain indus- 
tries, which operate quite satisfac- 
torily under private ownership and 
which are not well suited to govern- 
mental ownership and operation, 
might well be left in the hands of 
individual owners or cooperative 
groups. However, the general con- 
clusion is that the great bulk of land 
and capital would be owned by so- 
ciety as a whole under socialism. 

In the second place, the people as 
a whole, through various units of 
government, would operate, as well 
as own, the productive wealth of 
the country. This does not mean that 
the central government of the sys- 
tem would own and operate all in- 
dustries, for many types of produc- 
tion might be allocated to other 
governmental units, but it does mean 
that freedom of enterprise would 
exist only for governmental units as 
representatives of the people as a 
whole. With comparatively rare ex- 
ceptions, private individuals could 
not be business enterprisers or re- 
ceive profits as private income. On 
the other hand, the individual work- 
ers of the system would continue to 
enjoy considerable freedom of oc- 
cupational choice. 

An ideal socialistic economy would 
rely on economic motivation to some 
extent, but the significance of this 
institution would be much less than 
under capitalism. The profit motive 
itself would be virtually eliminated, 
since private individuals in general 
would not be allowed to own and 
operate enterprises for private gain. 
Since productive wealth would be 
owned very largely by governmental 


units, as representatives 


ahh Bone 


of the 


people, individuals would not be 


motivated by a desire to accumulate 
land and capital in order to receive 
rent or interest as private income. 


Most individuals would work for 


some governmental unit or other 
and would receive only wages as 
income. This is~ where economic 
motivation comes in, for most social- 
ists would permit moderate differ- 
entials in wages as between differ- 
ent industries and occupations. By 
moderate differentials in wages, so- 
cialists presumably mean that the 
highest wage paid to anyone would 
not be more than 10 to 15 times the 
lowest wage paid to anyone. Such 
differentials are large in comparison 
with perfect equality, but are very 
modest in comparison with the dif- 
ferences in individual incomes which 
prevail under capitalism. 

Though economic motivation 
would be retained to some extent 
under socialism, such a_ society 
would attempt to emphasize other 
types of motivation. To a consider- 
able extent altruism would replace 
the desire for economic gain. Indi- 
viduals would be supposed to work 
for the good of society as a whole, 
for prestige (or the esteem and ad- 
miration of their fellow men), or to 
obtain positions of power in the 
economic system. Under capitalism, 
prestige and power are often sought 
indirectly through obtaining a large 
income and accumulating wealth, 
but under socialism they would be 
more or less thoroughly separated 
from the seeking of economic gain. 
Public honors would be available for 
unusual accomplishments in produc- 
tion; security against unemploy- 
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aent, old age, and other economic 
Misfortunes might serve as a spur 
0 productive effort. Underlying 
verything else, of course, would be 
he public power of compulsion, 
vith penalties for unsatisfactory 
fforts and results on the part of 
individuals, and the ultimate re- 
‘uirement that every able person 
oust work if he wishes to eat. 

' Competition and the price system 
vould not be eliminated in a social- 
stic economy, but their importance 
vould be relatively slight. Decisions 
is to the kinds and quantities of 
roods to be produced, as to the allo- 
‘ation of land and capital among 
he various enterprises and indus- 
ries, and as to the relative propor- 
ions of the national real income 
vhich should take the form of cap- 
tal goods and consumers’ goods, 
espectively, would be made by some 
rovernmental agency or other on 
he basis of economic planning 
ather than on the basis of price 
ndicators and competition. On the 
ther hand, price relationships and 
ompetition (of a sort) might be 
elied upon for the most part to 
ffect the distribution of workers 
mong industries and occupations 
nd to bring market demands and 
upplies of various economic goods 
nto balance. Thus the price system 
nd competition would be replaced 
0 a great extent by the institution 
£ economic planning as the price 
nover of the economic system. 

By economic planning we mean 
the making of major economic de- 
isions—what and how much is to 
e produced, how, when, and where 
t is to be produced, and to whom it 
; to be allocated—by the conscious 


decision of a determinate authority, 
on the basis of a comprehensive sur- 
vey of the economic system as a 
whole.” * The socialistic economy 
depends on economic planning be- 
cause it must. While it makes use of 
a system of money and prices, the 
prices of finished commodities and 
services and those of agents of pro- 
duction are not determined by the 
competition of numerous buyers and 
sellers in the market and hence are 
not reliable guides for the making 
of important economic decisions. 
Since the government, in the name 
of the people, is both the owner- 
supplier and the demander-user of 
the material productive factors and 
since it is the only important sup- 
plier of finished commodities and 
services, it must set prices rather 
arbitrarily on all these things, un- 
less it can find some way to deter- 
mine the prices which would be set 
by a competitive price system with- 
out actually having such a system. 
If the government, or its planning 
agency, sets arbitrary prices on the 
productive factors and on finished 
economic goods, it cannot then, in 
its role of mighty enterpriser, turn 
around and use these price relation- 
ships, which it has established, as 
the basis for making decisions as to 
the kinds and quantities of goods to 
be produced, the allocation of pro- 
ductive resources among enterprises 
and industries, and the division of 
the national income as between com- 
modities and services for present 
consumption and capital goods for 
future production. It is to be sup- 
posed, then, that the economic plan- 


ners would base their decisions on 


‘Dickinson, op. cit., p. 14. 
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the presumed needs of the people, 
the requirements of social welfare, 
or some similar criteria. 

Assuming that the existing capi- 
talistic economy becomes sufficiently 
mature so that the transition from 
capitalism to socialism can be 
achieved by peaceful, constitutional 
procedure rather than by revolution, 
and assuming that some middle 
course between full confiscation and 
full compensation can be used for 
transferring land and capital from 
private to public hands, we may now 
proceed to the task of making a 
tentative appraisal of the probable 
accomplishments and failures of 
modern socialism. In the actual 
operation of productive activities, 
disregarding questions of ownership 
and control, there would be many 
similarities between modern social- 
ism and capitalism. Most economic 
principles are valid for either type 
of economic system, and a socialistic 
economy would make use of the 
capitalistic methods of roundabout, 
specialized, and large-scale produc- 
tion in anticipation of demand. Many 
types of establishment organization 
and of combinations of productive 
establishments might be used under 
socialism; both commercial and in- 
vestment credit would be necessary; 
and banks would undoubtedly exist 
to dispense these types of credit, 
although the banks would be socially 
owned and operated and the total 
amount of each type of credit to be 
extended would be subject to plan- 
ning. The process of saving and 
investment would involve the same 
fundamental costs and produce the 
same basic physical results in both 
systems. Finally, the business of get- 


ting finished goods into the hands of || 
the final consumers would be handled 
under socialism by stores and other 
agencies which would closely re- 
semble those of a capitalistic sys- 
tem as to type and methods of 
operation. The rationing of goods 
to consumers is no more indispens- 
able to the one system than to the 
other. 

In the field of production, then, 
the controversy over the merits of 
socialism settles down to two issues. 
First, would the total results of 
planned production be better suited 
on the whole to the basic needs and 
desires of the people than those — 
achieved by capitalistic production 
on the basis of the market-and-price 
mechanism? Second, is there any 
reason for assuming that planned 
control over production, using the 
same principles and methods, would 
be able to achieve greater technical 
efficiency in production than that 
attained under capitalism? With 
regard to the first of these matters, 
socialism may be said to have at 
least two important advantages. For 
one thing, production under social- 
ism would be for use rather than 
for profit. This means that social- 
istic production would involve no 
restriction of output or abuse of the 
profit motive, since private individ- 
uals would not control production 
and there would be no one to gain 
from a policy of restrictionism. All 
major industries would be owned 
and operated by society as a whole, 
and it is perfectly obvious that 
society as a whole cannot gain by 
restricting production. The general 
restriction of output can mean only 
poverty for a whole society. More- 
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wer, since the real commodities 
md services at the disposal of the 
onsumers under socialism cannot 
@ increased or decreased one whit 
yy the fact that the economy as a 
vhole operates at a money profit or 
. money loss, a whole society can be 
remendously indifferent to the mak- 
ag of money profits. Prosperity 
Or a society as a whole is to be 
ound not in profits but in plenty. 
‘he advantage of production for 
se is considered extremely impor- 
ant by the supporters of socialism. 
, Again, it may be maintained that 
| socialistic system, in planning for 
roduction on the basis of human 
leeds, would have an advantage 
ver capitalistic systems in that it 
vould not produce the “wrong kinds 
f goods.” This means, in part, that 
ertain commodities which are con- 
idered, by rather common consent, 
> be noxious or harmful to the 
sers would not be included in so- 
ialistic plans for production, even 
aough large numbers of misguided 
adividuals could be persuaded to 
urchase these commodities on the 
aarket at prices which would cover 
r more than cover their costs of 
roduction. Somewhat more impor- 
ant is the fact that a socialistic 
conomy, in planning for production 
n the basis of human needs, cer- 
zinly would not produce trivialities 
nd superluxuries for some of the 
itizens while other individuals were 
1adequately supplied with the com- 
10n necessities and basic comforts 
f life. Limousines, yachts, and pa- 
itial homes would not be produced 
or anyone until all consumers were 
ssured of adequate food, clothing, 
helter, and other economic goods. 


To be sure, a socialistic economy 
would have differences in money 
incomes between individuals, and 
these differences might be moder- 
ately large, but we must remember 
that the kinds and quantities of 
goods to be produced under social- 
ism would be controlled by economic 
planning and not by the money 
prices which individuals would be 
willing to pay for various goods in 
relation to the money costs of pro- 
ducing them. That is, individuals 
with fairly large money incomes 
would not be allowed to use them to 
divert productive resources to the 
satisfaction of their relatively un- 
important wants unless and until the 
basic wants of all the people had 


been rather well satisfied. 


In turning to the question of the 
probable technical efficiency of pro- 
duction under socialism, we should 


not accept the popular capitalistic 


notion to the effect that a given en- 
terprise or industry, when operated 
by the government, must always run 
less efficiently than it would in pri- 
vate hands. Nor can we rely on the 
success or lack of success experi- 
enced by the government of our 
capitalistic system in operating the 
railroads or some other private in- 
dustry in wartime. When the gov- 
ernment operates a single industry 
under conditions of great emergency 
and with other major industries still 
in private hands, the situation is 
simply not that of modern socialism. 

In dealing with the general situa- 
tion, we may realize that private 
enterprises may have the advantage 
over governmental enterprises in 
businesses in which continuous in- 
vention, flexibility, and adaptation 
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to changing conditions are impor- 
tant. That is, private enterprises 
are likely to have greater freedom 
of action, greater readiness to try 
new methods or new _ products, 
greater willingness or ability to take 
risks, and a greater drive to achieve 
efficiency because of the possibility 
of profits. On the other hand, there 
may not be so much to choose in 
such respects as between great cap- 
italistic corporations and large gov- 
ernmental enterprises, for the man- 
agers of large corporations are often 
rather thoroughly tied down by their 
obligations to boards of directors, 
corporation laws, auditors’ require- 
ments, technical methods laid down 
by experts, and arrangements with 
other companies. 

It is sometimes held that private 
enterprises under capitalism are 
more likely to reach the optimum 
size for efficiency than are govern- 
mental enterprises under socialism, 
for the competitive struggle under 
capitalism is supposed to eliminate 
firms which are too large or too 
small. However, the firms in many 
capitalistic industries are not gen- 
uinely independent and competing, 
and in such cases the problem of 
attaining optimum size of firms is 
not very different from that which 
the economic planners would face 
under socialism. Another advantage 
of capitalism from the point of view 
of technical efficiency is supposed to 
be found in the fact that inefficient 
firms fail and go out of business in 
that system, whereas socialistic en- 
terprises would continue to operate 
even though they were inefficient. 
However, this advantage for cap- 
italism would be realized only un- 


hes 


4 
der strictly competitive conditions. 
When capitalistic industries are con- 
trolled by two or three large firms, 
these firms may not be under great | 
pressure to operate with utmost effi- 
ciency lest they be forced out of 
business, and, in any case, failure is 
likely to mean only a financial reor- 
ganization rather than the cessation 
of production. Finally, we must note 
that some capitalistic industries are 
already subject to governmental 
regulation. Such industries are no | 
longer free to realize to the full 
the advantages of strictly private | 
businesses, and the costs of neces- 
sary regulation should be taken into 
consideration in reaching decisions 
as to the efficiency of these indus- 
tries under capitalism. 

Apart from these considerations, 
some definite advantages might exist 
for socialistic production in connec-. 
tion with the question of technical 
efficiency. Technological advances 
and innovations of all kinds could 
be used by all firms and industries 
which had need of them. With the 
economic life of the country no 
longer divided into public and pri- 
vate spheres, a whole host of prob- 
lems involving the relationships of 
“government and business” and 
much friction, hostility, and litiga- 
tion could be avoided. Moreover, 
some problems of public finance 
could be eliminated, since there 
would be no reason for the social- 
istic government to pay out to the 
citizens more money income than 
would be needed for purposes of 
private consumption and then pro- 
ceed to recover a part of it through 
various forms of taxation. 
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Since planned production would 
not be dependent upon the com- 
petitive activities of large numbers 
of private persons, it is thought that 
most of the competitive wastes of 
capitalism could be eliminated under 
modern socialism. In deciding how 
much of a particular economic good 
to produce, the economic planners 
might or might not reach a decision 
which was well suited to basic hu- 
man wants, but, after deciding upon 
the output to be produced, they 
should at least be able to avoid the 
folly of setting up enough produc- 
tive facilities to produce double that 
output and then allowing half of 
chose productive facilities to stand 
idle. On the other hand, the plan- 
ners might provide for some pro- 
ductive capacity to be temporarily 
anused to allow for foreseeable pop- 
alation growth or expansion in de- 
mand. One could not imagine, how- 
ever, that the Socialist Petroleum 
Company of America would erect 
zasoline filling stations on all four 
corners of busy street or road inter- 
sections to sell different brands of 
sssentially the same gasoline to the 
-onsumers, or that the local Social- 
st Dairy Products Company would 
send a dozen wagons or trucks 
hrough each city block to sell dif- 
ferent brands of essentially the 
same dairy products to the consum- 
“rs, with each vehicle serving a 
1ousehold only here and there. 

While the individual consumers 
inder socialism would undoubtedly 
lesire a bit of variety in their con- 
umption and the economic planners 
vould be willing to make some con- 
essions to this desire, it is hardly 
ikely that the planners would see fit 


to undertake the production of 250 
thousand varieties of men’s suits, 
almost a million varieties of axes, 
or almost 43 thousand varieties of 
solid-section steel windows, as our 
capitalistic enterprisers were doing 
not so many years ago. Again, it is 
most improbable that the economic 
planners, in arranging for the pro- 
duction of any given commodity 
(such as cigarettes, for example) 
would decide to turn out dozens of 
closely similar brands and then de- 
vote fabulous quantities of produc- 
tive agents to the production of ad- 
vertising designed to induce the 
citizens to consume each of these 
various brands in preference to all 
others. Educational and informa- 
tive advertising might have some 
place even in a socialistic economy, 
but competitive or combative adver- 
tising just would not make sense 
from the point of view of society as 
a whole. ; 
Finally, it is difficult to believe 
that the governmental enterprises of 
a socialistic system, in exploiting 
the natural resources of the country, 
would have any incentive to mine 
coal in such a wasteful fashion that 
large parts of the natural deposits 
would be left in the ground in such 
a condition that it would be prac- 
tically impossible to remove them 
later on, or to drill oil wells in such 
great numbers in a given field as to 
interfere seriously with the effective 
removal of this resource from the 
ground. Since waste in the exploita- 
tion of natural resources under cap- 
italism is attributed largely to the 
competitive organization of the in- 
dustries in question, the elimination 
of competition should go far toward 
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the elimination of the waste. On 
the whole, then, if individuals can be 
provided with adequate incentives 
under socialism (and this is a prob- 
lem which must be considered at 
another time), the technical effi- 
ciency of socialistic production 
should compare very favorably with 
that of capitalistic production. 

We have already seen that the 
production of the “wrong kinds of 
goods”—a problem which is associ- 
ated with great inequality in the 
distribution of money income among 
persons and families under capital- 
ism—would be eliminated by planned 
production under socialism. The 
other evils which result from great 
inequality under capitalism would 
also be eliminated or greatly re- 
duced under the more nearly equal 
distribution of the national income 
to which modern socialism aspires. 
Moreover, the remaining inequality 
in the distribution of income would 
be approved by the people, since it 
would result almost entirely from 
differences in wages, and since rent, 
interest, profits, and other con- 
demned or questionable types of in- 
come would be eliminated as dis- 
tinctive private incomes received by 
some persons but not by others. As 
we could readily show if space per- 
mitted, a socialistic economy could 
scarcely eliminate all the basic eco- 
nomic causes of rent, interest, and 
profits, and these types of incomes 
would continue to exist as portions 
or sections of the total national in- 
come. But the national income from 
all sources, or such part of it as was 
available for consumption, would 
be distributed to the citizens in the 
form of wages, and all citizens 


would share in any rent, interest, 
and profits produced by the system, 
so that these sources of income 
would not prove to be of special 
advantage to any individual citizens 
or groups of citizens. 

Because of the relatively equal 
distribution of income under social- 
ism, the great masses of workers 
(unskilled, semi-skilled, and skilled) 
would be relatively well off in com- 
parison with their status under cap- 
italism. According to the prospectus 
of modern socialism, differences in 
wages as between occupations and 
groups of workers would still be 
based upon differences in the mar- 
ginal productivity of the workers, 
and yet these differences would nev- 
ertheless be rather small. This re- 
sult would be produced for the most 
part by two factors. 

In the first place, widespread op- 
portunities for obtaining education 
and training would help to break 
down the purely environmental bar- 
riers between the so-called non-com- 
peting groups of labor and would 
permit each worker to get into the 
most productive and highest paying 
occupation for which his native abil- 
ities permitted him to qualify. This 
would mean that the unskilled and 
semi-skilled groups of labor would 
not be nearly so overcrowded as 
under capitalism, while larger num- 
bers of workers should find their 
way into skilled occupations, man- 
agerial positions, and the profes- 
sions. This partial equalization of 
the numbers of workers available in 
the various groups should go far to- 
ward reducing differences in the 
marginal productivity of labor from 
group to group. 
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_ In the second place, the marginal 
productivity of the various workers 
and groups of workers under social- 
ism would be determined by a proc- 
ess of social evaluation (by the 
economic planners) and not by the 
values of their products as deter- 
mined in a free market. However 
great the efficiency of the most 
highly skilled managers of enter- 
prises or industries or the talent and 
ability of leading doctors, lawyers, 
or actors might be, it is doubtful 
that the economic planners would 
ever consider their services to be 
worth many thousands of times as 
much per year as the services of 
ordinary workers—and yet relation- 
ships of this kind actually exist in 
our capitalistic system. Apparently, 
then, the great majority of our 
workers would be better off with 
respect to wages under socialism 
than they are at present, if only the 
total amount of the national in- 
come to be distributed remained as 
large as it is under capitalism. 
Quite apart from the question of 
money wages, the status of labor 
under socialism would be desirable 
in other respects, according to mod- 
ern socialists. A socialistic econ- 
omy would be able to provide em- 
ployment for all the workers, and 
relief from the bogey of unemploy- 
ment would be a great boon to la- 
bor. Social insurance covering acci- 
dents, illness, old age, death, and 
other risks would be provided, and 
the size of the benefits, as well as 
other characteristics of this insur- 
ance, would probably be more satis- 
factory than under capitalism. In a 
socialistic economy, an increased 
amount of attention would be given 


to preventive medicine; free medi- 
cal services and adequate hospital 
facilities could be provided for all; 
and enlarged opportunities to study 
medicine and engage in medical re- 
search would be furnished to the 
citizens. Fairly large quantities of 
resources would probably be de- 
voted to the furnishing of educa- 
tional services, recreational facili- 
ties, parks, playgrounds, theatrical 
performances, concerts, and possibly 
low-cost travel. Finally, the workers 
could have their labor unions very 
much as at present, and these or- 
ganizations would still have a num- 
ber of useful functions to perform. 

One of the most important prob- 
able accomplishments of a socialistic 
economy would be found in the 
achievement of economic stability. 
In other words, such an economy 
should be able to avoid business de- 
pressions and unemployment if the 
citizens and the economic planners 
greatly desired to do so. A major 
weakness of our capitalistic econ- 
omy is found in the fact that, while 
careful economic planning goes on 
in individual enterprises and indus- 
tries, there is no one to plan the 
economic results which the system 
as a whole should accomplish or to 
perform the difficult task of adjust- 
ing and coordinating the operations 
of the various industries and busi- 
nesses of the system. Under social- 
ism, on the other hand, the aggre- 
gate results desired from economic 
activity would be planned before 
the individual phases of this activity 
were undertaken. If the economic 
plans were well made and well car- 
ried out, the total economic results 
produced should be more steadily in 
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accord with basic social needs and 
desires than under capitalism, and 
there should be a striking absence 
of those serious maladjustments be- 
tween industries and fields of eco- 
nomic activity which are so impor- 
tant a factor in producing business 
depressions and unemployment un- 
der capitalism. Moreover, with in- 
dustries in the control of society as 
a whole, there would be no competi- 
tive enterprisers to overshoot the 
mark and produce industrial over- 
capacity with respect to effective 
demand in the market. 

All this does not mean that no 
mistakes will be made in economic 
planning and that the plans which 
are made will be perfectly carried 
out. The planning commission may 
decide that the shoe industry should 
turn out 150,000,000 pairs of shoes 
next year and sell them at an aver- 
age price of $5.00 a pair. When the 
next year rolls around, the output 
of the industry may come up to the 
planned estimate, but it may be 
found that the consumers of the 
system will purchase this quantity 
of shoes only if the prices average 
$3.00 a pair. This looks like a fa- 
miliar capitalistic type of maladjust- 
ment, but the point is that under 
socialism this mistake will not cause 
the shoe industry to go into a tail- 
spin nor cause its productive facili- 
ties and workers to stand idle for a 
time. In all probability, the prices 
of the shoes would be reduced to 
such an average level that the en- 
tire output of the industry would be 
taken off the market and the indus- 
try would go merrily on about its 
business of producing shoes. But, it 
may be objected, in that case would 


not the shoe industry’s receipts from — 
sales fail to cover its costs of pro- — 


duction? One answer to this ques- 
tion is, of course, that the relation- 


ship between money prices and costs — 


would not be highly significant in a 
socialistic economy. However, if 
there were any desire to cater to 
those who are particular about hav- 
ing prices cover cost, all that the 
economic planners would have to do 
would be to revalue in a downward 
direction the productive facilities 
devoted to shoe production and then 
even the reduced prices of shoes 
would once more cover their costs. 
Prices and costs, both subject to the 
arbitrary control of the economic 
planners under socialism, could al- 
ways be made to balance each other, 
if desired, and in the meantime, eco- 
nomic activity would go on and on. 

Or suppose, as would often hap- 
pen, that the outputs of various in- 
dustries did not reach the amounts 
that had been planned. If cattle and 
hog production lagged behind 
planned estimates, it would be im- 
possible for meat-packing establish- 
ments to use their productive facili- 
ties and workers at the planned 
rate. The production of automobiles, 
machinery, and other steel products 
could not be long maintained at the 
planned level if the production of 
iron ore and coal fell far short of 
planned estimates. Once again, how- 
ever, the point is that under social- 
ism these maladjustments would not 
necessarily leave large numbers of 
workers with nothing to do except 
to stand idle and contribute, through 
their loss of income, to conditions 
of depression for other industries 
and groups of workers. Since so- 


—— 
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ciety as a whole, as the only real 
mterpriser under socialism, does not 
lave to make profits from the em- 
dloyment of workers, it would never 
ve too difficult to find things for all 
he workers to produce. Workers or 
ther productive agents are “profit- 
ibly employed” from the social 
»0int of view as long as they pro- 
luce commodities or services which 
he members of society need or 
lesire—a concept which affords 
rirtually limitless possibilities for 
smployment in view of what is 
tnown about the nature of human 
vants. 

_A socialistic economy would be in 
. good position to handle another 
natter which, according to some 
yusiness-cycle theorists, is of con- 
iderable importance in connection 
vith business cycles under capital- 
sm—the relationship between sav- 
ng and investment. At times, under 
‘apitalism, the volume of saving 
xceeds that of investment, and 
avings pile up in the banks, unable 
o find takers, whereas at other 
imes the volume of investment ex- 
eds that of the current savings 
vhich are voluntarily made. Such 
onditions tend to cause business de- 
yressions in the one case and busi- 
less booms in the other. Under so- 
ialism, since the economic planners 
vould be in control of both proc- 
sses, it should be possible always 
9 keep saving and investment in 
alance. All productive agents which 
vere withheld from contributing to 
he immediate satisfactions of con- 
umers would be used for the pro- 
uction of capital goods, and all 
acrifices of consumers in going 
vithout consumers’ goods at present 


should bear fruit in the form of 
new capital goods which would 
enhance future productivity. The 
amount of saving and investment 
decided upon by the planners might 
or might not be in accord with the 
immediate wishes of consumers, but 
the planners would not be so foolish 
as to keep productive agents from 
producing goods for the immediate 
satisfaction of consumer wants and 
at the same time neglect to use 
these productive resources to turn 
out new capital goods. 

The basic point in all this discus- 
sion is that the conflict of individual 
and social interests which exists 
under capitalism would be resolved 
under socialism by taking the con- 
trol of production and of economic 
activity in general out of the hands 
of private individuals and placing 
it in the hands of society as a 
whole. Business depressions could 
be avoided under socialism, so it is 
said, because there would never 
come a time in the expansion of 
productive and distributive activi- 
ties when, because of considerations 
of money profit and loss, it would 
be necessary or desirable for so- 
ciety, as the only enterpriser of im- 
portance, to retrench, cut produc- 
tion, discharge workers, and curtail 
the purchases of materials and sup- 
plies. With productive and distribu- 
tive activities adapted to social 
needs, there would be virtually no 
fear of business cycles, because 
there are no cyclical fluctuations in 
social needs for economic goods 
which could produce cyclical fluctu- 
ations in economic activities. 

Finally, it is asserted, all of the 
economic accomplishments which 
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we have described would be consist- 
ent with the retention of a great 
degree of political and economic 
freedom for the individual citizens. 
The government of the socialistic 
system would be democratic in form 
and substance; it would make im- 
mediate and precise responses to the 
changing desires of the citizens; 
and the will of the citizens would 
be enlightened by means of educa- 
tion and the furnishing of oppor- 
tunities to hear and understand all 
sides of the various issues on which 
the government had to pass. Eco- 
nomic representation in legisla- 
tive bodies would strengthen the ties 
between economic activities and 
government. The operation of the 
economy on the basis of economic 
planning would necessitate the plac- 
ing of great economic powers in the 
hands of a very small group of 
people at the head of the system, 
but the planners would be ultimately 
responsible to the citizens. That is, 
if the planners did not produce re- 
sults in accordance with the basic 
desires of the people, the enraged 
citizens could and would turn the 
planners out of office at the next 
election. 

In addition to having ultimate 
control over the economic decisions 
and activities of government, the 
individual citizens under socialism 
would have considerable economic 
freedom in their own right. To be 


sure, the institutions of freedom of 
enterprise and of private property 
in productive wealth would not ex- 
ist, for all practical purposes, but 
socialists contend that the existence 
of these institutions means very 
little to most individuals under cap- 
italism. The individual would have 
no chance to start life as a poor boy 
and end it as an extremely rich old 
man, but many more _ individuals 


than under capitalism would have a 


real opportunity to rise from lowly 
to at least moderate circumstances. 
To make up for the loss of freedom 
of enterprise, the individual would 
have a free choice of occupations 
under socialism, and the breaking 
down of environmental barriers to 
movement between occupations in 
different labor groups would make 
this free choice of occupations an 
economic as well as a legal reality. 
Moreover, the individuals of the 
system as consumers would have 
freedom of choice and could spend 
their money incomes for any desired 
assortment of the commodities and 
services which the economy pro- 
duced. 

On the whole, our analysis thus 
far seems to have made out a rather 
strong case for socialism, but any 
final decision as to the merits of the 
proposed socialistic economy should 
be reserved until the analysis of the 
probable failures and weaknesses of 
socialism has been made. 


The domestic airlines of the United States last year set new records for 
volume of cargo, air mail, and revenue passenger miles. Figures show that 
more than 40,101,657 pounds of air express and 463,234,654 separate pieces 


of mail were carried. 
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Commission, the first of our great 

Federal commissions, was estab- 
lished by act of Congress. The rail- 
road problem was not new in 1887; 
mor were attempts to solve it un- 
known. The Congress and the courts 
had long been troubled by the con- 
tentions of railroad companies and 
the complaints of shippers. It was 
hoped that by setting up a permanent 
administrative body with suitable 
powers the regulatory intent of the 
Congress might be accomplished 
more reasonably and effectively. In 
this way began our experiment with 
the commission as a device for deal- 
ing with economic situations and 
procedures which are thought to call 
for government control. 
_ During President Wilson’s first 
term there was a demand for the 
strengthening of government regu- 
lation and for its extension to new 
areas. Although only one major 
commission was established at that 
time, the Federal Trade Commission 
of 1913, commissions were proposed 
for banking, agriculture, and public 
itilities. The debate included not 
mly the fields of activity which 
should be brought under Federal 
sontrol, but also the form of organi- 
zation through which the control 
should be administered. It was pro- 
»0sed that the government return to 
ts older practice of passing general 
aws and leave their interpretation 
ind application to suits brought by 


T 1887 the Interstate Commerce 
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the Attorney General and to the 
ordinary processes of litigation. A 
second proposal suggested that the 
courts be aided in the settlement of 
cases involving the application of 
Federal statutes to business by an 
extension of the office of surrogate, 
or by the creation of a new court 
officer, in order to provide the court 
with an agency for investigation 
and fact finding. A third proposal 
advocated the creation of new com- 
missions with appropriate powers. 
The decision really lay between the 
first and the third proposals; the 
second was never seriously con- 
sidered. 

The establishment of the Federal 
Trade Commission in 1913 seemed 
to indicate that the type of agent to 
exercise governmental control in the 
various fields of business would 
take the form of a Federal commis- 
sion. The creation of the United 
States Tariff Commission in 1916 
and of the Federal Power Commis- 
sion in 1920, and the extension of 
the powers of the Interstate Com- 
merce Commission in the same year 
tended to confirm this conclusion. — 
However, it should be noted that, in 
the other fields proposed for regu- 
lation during President Wilson’s 
first term, commissions were not es- 
tablished. Some centralized control 
was brought into the field of bank- 
ing by the establishment of the 
Federal Reserve System but, al- 
though the Federal Reserve Board 
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performs many of the functions 
characteristic of a commission, its 
procedure is essentially different. 
The demand for an agricultural 
commission was met by increasing 
the powers and responsibilities of 
the Secretary of Agriculture. The 
regulation of public utilities was 
left to the states. 

After Franklin D. Roosevelt be- 
came President in 1933, commis- 
sions blossomed like dandelions in 
the spring. Some were short-lived; 
some were of little importance; but 
at least two seem likely to remain 
significant in the regulatory struc- 
ture of the Federal government. 
These two are the Securities and 
Exchange Commission and the Fed- 
eral Communications Commission, 
both established in 1934. In addition 
to the acts creating new commis- 
sions, the Congress, since 1933, has 
passed legislation strengthening and 
extending the powers of several of 
the older commissions. 

Although it cannot be said that 
at present the organization of Fed- 
eral regulation of business is com- 
plete, it seems reasonable to con- 
clude that as a result of some fifty 
years of development the structure 
of Federal regulation has been 
determined. It is likely that the 
commission will remain the char- 
acteristic agency for the exercise 
of Federal control, that the powers 
of present commissions will be ex- 
panded and adjusted as seems neces- 
sary or desirable, and that new com- 
missions will be created if the 
government extends its regulation 
to new fields or if a regrouping 
of existing regulatory powers is 
deemed advisable. 


Altogether, results have vindi- 
cated the decision to use the com- 
mission form. This form is flexible 
and can be adapted to a variety of 
circumstances. The characteristic 
procedure by hearings and orders 
seems fair and reasonable. Commis- 
sion personnel has been competent. 
Some difficulties, however, have 
arisen. The relationship of the com- 
missions to the courts has presented - 
troublesome problems, and there are 
certain natural limits beyond which 
the commission form is somewhat 
ineffective. 

The decisions of the commissions 
are generally subject to court re- 
view. If the person or persons 
against whom an order has been 
issued feel that the order has been 
issued improperly, is illegal, or is 
not in keeping with the evidence 
presented, an appeal to the courts 
is possible. If the appeal follows a 
hearing the case goes to the court 
on the record. Therefore the com- 
mission hearings must be of record, 
and the record must be in such form 
that a court can accept it. In other 
words, the commissions in their 
hearings must follow the rules of 
evidence. A commission is not a court 
but was devised as a means to secure 
a less formal procedure than is pos- 
sible in a court; however, because 
of this right of appeal, commission 
procedure is forced into a legalistic 
mold and the commissions have be- 
come quasi-judicial bodies. The 
handling of cases before commis- 
sions has become a special and profit- 
able branch of legal practice. The 
hope was that commission procedure 
would be speedy and cheap; instead, 
it tends to be slow and costly. 
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_ Although the right of appeal limits 
he effectiveness of the commissions, 
| Satisfactory alternative is not easy 
9 find. The right of the individual 
3 his day in court is fundamental 
1 our law. It is not likely that this 
ight will be surrendered; nor does 
: seem desirable that it be compro- 
ised. Probably it is better to oper- 
te with less effective commissions 
aan to deny access to the courts to 
aose who demand justice. There 
te, of course, large areas in the ac- 
vities of the commissions in which 
ie findings of the commissions are 
nal. The fact-finding activities, the 
2porting activities, and others of 
imilar nature are of this kind, and 
re not subject to court review pro- 
ided such activities are within the 
owers of the commission. The en- 
te problem of the relation of the 
ommissions to the courts seems to 
e in the field of administrative 
iw. It is to be hoped that grants 
f powers will be made in such 
ays as to avoid legal friction and 
lat proper procedures within the 
ymmissions will evolve. However, 
does not seem likely that commis- 
ons will cease to be quasi-judicial 
| their procedure. 

There seems to be no limit to the 
nount of routine work a commis- 
on staff can do. The addition of a 
w more clerks and a few more 
achines will usually solve the prob- 
m of additional computations, tab- 
ations, and the like. But in those 
eas in which the commission is 
pected to exercise judgment the 
oblem is less simple. Nominally, 
wers are granted to the commis- 
oners, and the judgment exercised 
the judgment of the commission- 


ers or of a majority of them. Prac- 
tically, it is impossible for all the 
commissioners, or even for a ma- 
jority of them, to delve carefully 
into every case. They must, of ne- 
cessity, accept most of the decisions 
which come up to them from the 
staff. The result is that the judg- 
ment exercised is the judgment of 
some member of the staff, not of 
the commissioners. This is not neces- 
sarily a bad thing; in fact, it may 
be a very good thing because, after 
all, the members of the staff who 
make the investigations are likely to 
be better informed than are the 
commissioners themselves. If the 
commissioners can surround them- 
selves with competent persons, each 
well informed in his special field, 
the composite judgment should be 
as trustworthy as can be hoped for 
from public agencies. If the work 
of the commission falls into a pat- 
tern or into a series of patterns, the 
chance of successful regulation is 
excellent. If no pattern appears, 
because of either the complexities 
of the problems, the uncertainties 
of the goals, or the rapid change of 
economic conditions, the chance of 
successful regulation is not so good. 
It seems, then, that the requirements 
for good regulation are: (1) a field 
not too complex, (2) a well-organ- 
ized and competent staff, and 
(3) careful, judicious commission- 
ers. Granted these, the task should 
be well done. If, in addition, the 
commission has the confidence of 
business leaders in the field, the sit- 
uation will appparently be ideal. 
This does not mean that railroad 
presidents must always see eye to 
eye with the Interstate Commerce 
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Commission or that bankers must 
always agree with the rulings of the 
Securities and Exchange Commis- 
sion; but it does mean that regula- 
tion will be more effective if the 
operators in the field believe that 
the commission will deal with them 
fairly and honestly, and that de- 
cisions will be carefully considered, 
not arbitrarily imposed—that they 
will be realistic, not doctrinaire. 

A reference to the history of the 
Securities and Exchange Commis- 
sion, one of the most recent addi- 
tions to the family of Federal com- 
missions, may illustrate some of the 
problems mentioned above. The idea 
of Federal regulation of the issue 
of securities is not new. A bill to 
that end was introduced as early as 
1918; but no effective action was 
taken until the passage of the Se- 
curities Act of 1933. In 1934, the 
Securities Exchange Act was passed 
and it was this act which created 
the Securities and Exchange Com- 
mission. The investing public, es- 
pecially persons of moderate and 
small means, welcomed Federal reg- 
ulation. The growth of the use of 
the corporate form, the consolida- 
tion movement, and the increasing 
burden of local taxes on mortgages 
had made it difficult for the inves- 
tor to find investment opportunities 
which he could value on the basis 
of his own knowledge. He was 
almost forced into the hands of the 
investment bankers and was obliged 
to accept their judgment rather than 
his own. There was a feeling that 
the market break of 1920 and the 
more disastrous break of 1929 indi- 
cated that the judgment of invest- 
ment bankers was not trustworthy. 


It is likely that this attitude was less 
than fair to most of the members of © 
the banking fraternity. They were 
caught in the same troubled situa- 
tion; their customers asked for in- 
vestments but wanted sure and 
highly profitable speculations; and 
many of the old standards for judg- 
ing securities were no longer valid. 
However, there were sufficient ex- 
amples of irresponsible dealing and 
of bad business judgment to give 
point to the rather general criticism. 
Regulation seemed the way out. 

The Securities Act of 1933 de- 
pends on the old Gladstonian prin- 
ciple of full disclosure as a means 
of protecting investors. The theory 
of the Act is that if full information 
is given to investors they will be 
able to take care of themselves. The 
Commission is not required to eval-_ 
uate the securities—to label them as 
either good or bad; it is only re- 
quired to see to it that when new 
securities are issued the information 
circulated concerning them is ade- 
quate and accurate. This method of 
protecting the investor is open to 
criticism. It does not free him from 
the investment banker; it is likely 
that the average investor would 
need the help of an expert to inter- 
pret the prospectus which the Com- 
mission authorizes. However, the 
procedure of the Commission does 
accomplish several things. It brings 
to light information that would not 
have been published except under 
Commission insistence. It provides a 
statement against which the claims 
of bond and stock salesmen can be 
measured. Since much of the infor- — 
mation refers to the corporation — 
which issues the securities and indi- — 
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sates the condition of the corporate 
sntity, it is of more than mere tem- 
orary significance. It would not be 
in impossible task for the Commis- 
ion to rate securities. Several agen- 
ies which publish ratings of securi- 
ies have done so for many years. 
Chese, however, are private agencies 
vhich sell a service to subscribers. 
[he position of a public agency 
vould be somewhat different and 
uch rating practice might lead to 
lontinuous litigation. The Commis- 
don does protect the investor in so 
lar as the mere existence of the 
Tommission and the requirement 
hat full information be provided 
‘re sufficient to discourage the is- 
luance, or attempt at issuance, of 
yorthless securities. 

The Commission has attained a 
ery high standard in its efforts to 
‘dminister the Securities Act. It is 
‘recisely the kind of work which a 
‘commission does well. It falls into 
| pattern which permits the staff 
aembers to become informed in a 
ingle segment of the field, and the 
vork presents sufficient routine that 
auch of it can be done by clerks. 
fortunately, the Commission seems 
> have moderated the outspoken 
‘ostility to investment bankers 
thich marked its early days. The 
ody of data in the Commission files 
rovides the staff with the informa- 
‘on and background which were 
icking when the Commission was 
ew. The criticism that the Com- 
dission does not continue to provide 
aformation about securities after 
uey have once been issued is met in 
art by the administration of the 
‘ecurities Exchange Act of 1934. 
‘orporations whose issued securities 
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have been listed must publish regu- 
larly statements which are adequate 
and fully disclose the condition of 
the corporation. 

The powers and responsibilities of 
the Securities and Exchange Com- 
mission have grown rapidly. Per- 
haps this can be shown best by 
listing the acts under which the 
Commission operates. 

Securities Act of 1933—provides for 
the registration of new securities and 
for the suppression of fraudulent 
practices in the sale of new securities. 

Securities Exchange Act of 1934— 
provides for the supervision and reg- 
ulation of transactions in securities 
both in organized exchanges and in 
over-the-counter markets. 

Public Utility Holding Company Act 
of 1935—provides for the regulation 
of the financial practices of gas and 
electric holding companies, for the 
simplification of holding-company 
structure, and for the integration of 
holding-company systems. 

Chapter X of the National Bank- 
ruptcy Act (1938)—provides for the 
participation of the Commission in the 
plans and procedures of reorganiza- 
tion of corporations. 

Trust Indenture Act of 1939—pro- 
vides for the supervision of trustees 
who act under indentures drawn in 
connection with sales of new securities. 

Investment Company Act of 1940— 
provides for the regulation of invest- 
ment companies. 

Investment Advisers Act of 1940— 
provides for the regulation of invest- 
ment advisers. 


This rapid extension of function 
gives point to the statement above 
that regulation by commission really 
means regulation by the commission 
staff. Certainly the public has as 
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vital an interest in the capacity of 
an employee of the commission as 
it has in that of a commissioner. 
Although the Commission adminis- 
ters seven different acts, they all re- 
late to the same problem: that is, 
the issuance and sale of securities. 
Little, if anything, would have been 
gained by setting up another com- 
mission to administer some of these 
acts, and probably much would have 
been lost. 

The problem of cooperation be- 
tween commissions concerned with 
the same problem has yet to be 
worked out. The Securities and Ex- 
change Commission is linked with 
the Federal Reserve Board in the 
regulation of brokers’ loans, and 
with the Federal Power Commission 
in the regulation of utilities, since 
the Power Commission controls the 
interstate rates on electricity. It 
seems likely that in the future there 
will be more need for comity among 


commissions than there has been in 


the past. 


In summary, it may be said that 


as a nation we have committed our- 
selves to the Federal commission as 
the principal agency for the regula- 
tion of business, and that any ex- 
tension of government control of 
business is likely to result in the 
granting of new powers to old com- 
missions or in the creation of new 


commissions. The problems involved 


in the relation of the commissions to 


the courts have given the commis- — 


sions a legalistic procedure which, 
if undesirable, is still inescapable. 
The strength of the commission sys- 
tem lies in an adequate and compe- 
tent staff. It is likely that in the 
future relationships between com- 
missions will be more important 
than in the past. That is, the com- 
missions are likely to become a regu- 
latory network rather than simple, 
unrelated adventures. 


“The American system has the capacity to provide steady jobs for all. 
those able to work and to make provisions for the deserving. Mass output 


with high productivity and lowered costs has been the key to our unmatched — 


progress, with the resultant benefits shared by all. Social security cannot be 
guaranteed by decree or legislation, but in the final analysis is dependent 
upon the goods produced and distributed. Our task is clearly to permit the 
economy to earn its way.”—From New England Letter (First National Bank 
of Boston), March 31, 1943. 


According to a recent report by the Division of Industrial Economics 
of the National Industrial Conference Board, salaries and wages paid to all 
government employees, including Federal, state, and local units and the 
armed forces, in 1942 slightly exceeded the total salaries and wages paid in 
all manufacturing in 1939. 
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i HE lines are already being 

‘| drawn for the postwar battle 
over the proper governmental 

ie with respect to dence spend- 

g. On the one side, the slogans 
uggest that the issue is bureaucra- 
*y, waste, maintenance of a political 
varty, the general desire to social- 
ze our economy, and the persecu- 
ion of the free enterpriser. On the 
yther, the slogans indicate that the 
ssue is stability and vigor in our 
sroductive effort. But none is very 
nformative, and the controversy is 
marked by an almost complete fail- 
ire to join the issue. 

' The sole purpose of this paper is 
o state the principles which under- 
je all plans to maintain a high level 
1£ production in the decades follow- 
ng the conclusion of the present 
var. By a careful examination of 
hese principles it should be possible 
‘or those who hold divergent views 
m the subject to understand each 
ther clearly, and, although the di- 
‘ergence of the views may remain, 
t least the opponents can be on 
ommon ground in their discussion 
nd can focus their attention upon 
he critical facts to be determined 
iefore one or the other of the views 
an be established as correct. 

By way of forecasting the dif- 
iculty of the problem, the prefatory 
tatement may be made that the 
ssue revolves about the reason for 
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the lack of investment. The motives 
of investors in making a decision to 
hold their savings as a cash balance, 
instead of purchasing capital goods 
and thereby creating employment, 
are hidden from view in the deep re- 
cesses of their minds. Only circum- 
stantial evidence is available for 
determining what the real and sig- 
nificant motives are, and there is 
great divergence in the interpre- 
tation of this circumstantial evi- 
dence. Moreover, the whole issue of 
governmental deficit spending in 
peacetime revolves about the nature 
of these motives. For instance, if 
political uncertainty is the only or 
the principal reason for holding up 
investment, one sort of solution is 
called for; but if, on the other hand, 
a decline in the number of invest- 
ment opportunities available in each 
year is the real reason that invest- 
ments are not made, then an en- 
tirely different solution is indicated. 

It seems advisable at the outset 
to examine that part of traditional 
economic theory which bears upon 
the employment of the nation’s pro- 
ductive resources. One of the basic 
and at the same time most generally 
accepted concepts in this regard is 
the principle which states that in 
the process of production there is 
regularly paid out in costs enough 
money to enable the receivers (who 
view these receipts as income) to 
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purchase the entire output of the 
economy. Furthermore, if the re- 
ceivers of the income demanded, i.e., 
purchased, the goods produced, to 
the extent of their entire income, 
there would be no failure of de- 
mand, no failure to produce, and no 
failure to employ all the factors of 
production, whether labor, land, or 
machines, that the owners of those 
factors cared to offer for employ- 
ment. 

No treatment of profits can alter 
the truth of the statement that re- 
ceivers of income are able to pur- 
chase the output of the nation’s 
economy when it is at its maximum. 
The fact that the owner of a busi- 
ness pays out only 90 cents in the 
production costs of an article which 
he sells for $1.00 does not mean that 
income receipts for the nation are 
lessened by 10 cents, since this 10 
cents must be considered as income 
to the owner. 

Moreover, no simple analysis of 
savings can alter the truth of the 
statement that the output will be 
purchased regularly. From the 
standpoint of the individual, saving 
is spending less for consumer goods 
than is received in the form of in- 
come. Included in consumer goods 
are such products as automobiles, 
refrigerators, and houses purchased 
for the purpose of yielding direct 
satisfaction, even though these ar- 
ticles are often called consumer’s 
capital. If the consumer spends 
less than his entire income for con- 
sumer goods, the traditional pre- 
sumption is that he spends the en- 
tire remainder for capital goods in 
the ordinary meaning of the term 
“capital goods.” That is, he pur- 
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chases directly or indirectly goods — 


from which he expects to receive 
not direct satisfaction over a period 


of years as he would from an elec- 
tric refrigerator in his home, but 
goods from which he expects to re- 
ceive a return in the form of cash 
income equal at least to his original 
investment and some small amount 
in addition. 

From the standpoint of the de- 
gree of utilization of our resources 
it does not matter whether he pur- 


chases consumer goods or capital | 


goods, so long as he purchases one 


of the two. It takes labor, land, and | 
capital to produce a brick for a fac- | 
tory, as well as to produce a brick | 


to go into a house. 
Furthermore, it is 
whether the saver himself super- 
vises and determines what form of 
capital is brought into existence as 


immaterial 


a result of his purchase, or whether | 


he buys stock 


that the saver may contribute to a 


in a corporation | 
which brings additional capital into | 
existence. Our institutions are such | 


pool of funds which is being accu- | 
mulated by a bank, insurance com- | 


pany, or investment trust, whence 
they are dispersed regularly to 


bring about the creation of an ad-| 
dition to the total of capital goods | 


in the country. 


In summarizing these accepted | 


definitions, so long as the total de- 


mand for capital: goods and con-. 
sumer goods does not fail there 


should be no problem of maintain- 


| 
' 


ing a full employment of our re- 
sources—labor, capital, and land... 


The writer will assume that there: 


is no disagreement with the state-. 


ments given above. 
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But the fact is that, except for 


: 
war periods, there is a constant fail- 


ure to employ our resources fully. 
It is with respect to the cause of 
this condition that the disagreement 
occurs. It is not possible to state 
abruptly the divergent views on the 
subject. Let us first consider the 
traditional view explicit in -neo-clas- 
sical economic theory and implicit 
in the resignation to fate expressed 
in the term “overproduction,” and 
also implicit in the demand for a 
balanced budget. 

Note that there is general agree- 
ment that the demand for consumer 
goods will not begin to decline in and 
of itself. It is true that at various 
times there have been arguments to 
the effect that a saturation point in 
the demand for consumer durable 
goods might be reached, but such a 
saturation point never becomes ap- 
‘parent in fact. In fantasy, one might 
imagine a wave of religious asceti- 
cism (a factor not inherent in the 
‘economic system) sweeping over the 
‘country and causing people to turn 
to the simple life and to purchase 
less of consumer goods. But as yet 
such imaginings are only that and 
nothing more. 

With respect to the demand for 
capital goods, traditional theory 
says that it cannot fail except tem- 
porarily, and then only because of 
maladjustments in price-cost rela- 
tionships, or because of temporary 
pessimism in the minds of those 
who manage and plan the creation 
of additions to the total quantity of 
capital in existence. 

A very brief examination of the 
economic nature of capital is essen- 
tial to the more meaningful con- 


sideration of the truth of the above 
statement. In the process of pro- 
ducing consumer goods—the ulti- 
mate goal of economic activity— 
man has discovered that very often 
it is possible to effect a saving in 
the primary factors, land and labor, 
which are required for the produc- 
tion of a particular article of con- 
sumption. This saving may be made 
by employing the land and labor 
indirectly to produce an intermedi- 
ate article, which in turn is used 
in a new combination of land and 
labor in the production of the ulti- 
mate consumer good. This inter- 
mediate tool is known as capital, 
and the process is called indirect 
production. The bringing of this in- 
termediate tool (or capital) into 
existence will be known in this ar- 
ticle as investment; the term “in- 
vestment” will never be used here 
to mean the mere transfer from one 
individual to another of existing 
stocks, bonds, and other certificates 
of ownership in existing capital. 

In recent centuries the increase 
in indirectness in production has 
been amazing—so amazing that 
many have been led to dreamy pre- 
dictions about a push-button world 
a la Rube Goldberg. But those hard- 
bitten realists who have washed 
dishes, raised a garden, fed and 
clothed themselves, and given a 
bath to a baby realize that a multi- 
tude of instances remain in which, 
in spite of all our knowledge, we 
do not yet know a method whereby 
we can effect a saving in land and 
labor by using them indirectly in the 
production of capital and then using 
the capital for the production of 
the ultimate good or service. 
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Thus, although we are constantly 
discovering new methods of eco- 
nomical indirect production, at any 
particular time there is a very defi- 
nite limit to the number available. 
When these are exhausted by the 
creation of the capital necessary in 
the indirect method of production, 
there will be no further demand for 
capital. That is, no additional capital 
will be required, because further in- 
directness would gain nothing in 
the saving of the primary factors 
of production as compared with the 
existing degree of indirectness. This 
condition, when and if it ever ex- 
ists, is conventionally known as zero 
marginal productivity of capital. 

It is fairly obvious that if this 
condition should come to pass, there 
would be a failure of the demand 
for capital goods. The disappear- 
ance of this part of the aggregate 
demand for goods would bring about 
a decline in the national income. 
The amount of the decline would be 
much greater than the decrease in 
capital goods purchased, because of 
the strengthening disposition of in- 
dividuals to save when they observe 
the fact of increasing unemploy- 
ment around them. Studies of the 
relationship between investment and 
national income indicate that for 
the United States a drop of one 
billion dollars in investment results 
in a decline in the national income 
of between three and a half and four 
billion dollars. This ratio of de- 
crease (or increase) in the national 
income to decrease (or increase) in 
investment is known as the multi- 
plier. As indicated above it is esti- 
mated to be between 3.5 and 4 for 
the United States. 


This relationship is not to be in- 
terpreted to mean that if investment 
falls to zero, the national income 
will be at zero. As national income 
falls with a decline in investment, 
the amounts that successful savers 
are able to save out of their in- 
come decrease and the amounts that 
are “dis-saved” (expended in excess 
of income) increase. When the na- 
tional income declines to the point 
where the two balance, investment 
being zero, it will fall no further. 
For the United States under pre- 
war conditions this minimum na- 
tional income appeared to be about 
forty billion dollars. To estimate 
what the national income would be 
with, let us say, ten billion dollars 
of investment or other offsets to 
savings per year, it is necessary to 
increase the forty billion dollars 
minimum by 3.5 to 4 times the in- 
vestment, giving an estimated na- 
tional income of 75 to 80 billion 
dollars. 

It should be noted here that the 
fact of continual development of 
new techniques in the use of capital 
in production does not in any sense 
invalidate the concept of zero mar- 
ginal productivity of capital. If, at 
full employment of resources, the 
rate of saving exceeds the rate at 
which new investment opportunities 
arise, the creation of capital to take 
advantage of these opportunities 
will hold the marginal efficiency of 
capital at zero. Or, to invert the 
illustration, it is only when new in- 
vestment opportunities are arising 
in excess of the amount saved that 
the marginal efficiency of capital 
can rise above zero. 

Two alternative explanations of 
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' the relationship of saving and in- 
‘ vestment must be stated before we 
examine the economic world for 


empirical support for the concept of 


_continual zero marginal productiv- 
'ity of capital. The first of these 
‘takes the long-term rate of interest 
visible in the market as a price paid 
| for the effort of saving, a reward 


for not immediately consuming one’s 


income. This price placed on saved 
' funds balances the demand and sup- 
ply of waiting, ie., refraining from 


consumption. In other words, a low- 
ering of the rate towards zero would 
cause a contraction of the amounts 
saved. What is meant by contraction 
of amounts saved? It means a shift 


to purchases of consumer goods 


and away from purchases of capital 


goods, there being no decline in 


| 


aggregate demand in the process. In 
such a theory there is no place for 


a continued failure of total demand 


extending over any considerable pe- 
riod of time. For the most part, 
this theory of saving as a function 
of the interest rate has been aban- 
doned by economists. 

The second alternative explana- 
tion of the relationship between 
saving and investment admits that 
a decline in the rate of return has 
little or no effect on the rate at 
which people try to save out of in- 
come, but maintains that investment 
opportunities are always present in 
abundant quantity. Those who hold 
to this belief generally misconstrue 
the implications of the concept of 
zero marginal productivity. They 
take this concept to be urged by its 
proponents as an explanation of the 
series of events following the de- 
bacle of 1929. Then they deftly de- 


molish the concept in this interpre- 
tation by pointing out the large 
number of uncertainties, economic 
and political, that hindered long- 
term commitments in capital and 
equipment in the thirties. The con- 
cept of zero marginal productivity 
is intended only as an explanation 
of how it is possible for an economy 
to maintain a condition of equilib- 
rium for decades with less than full 
employment of resources present. 

The devotees of zero marginal 
productivity of capital see it as ex- 
plaining many blank spots in the 
pictures of our economy as por- 
trayed by any and all of that eco- 
nomic theory which assumes a real 
abundance of investment outlets. A 
review of some of the points of di- 
vergence between traditional theory 
and the real economic world seems 
especially appropriate in this con- 
nection. 

Psychologically, conditions were 
never better for investment than in 
the 1920’s. Nevertheless, not enough 
investment occurred to take the last 
three or four million workers off 
the streets. Current estimates of our 
capacity to produce stated that we 
were working at only two-thirds to 
three-fourths of capacity. Towards 
the end of the period the demand 
for securities increased until their 
prices rose to the point at which 
many that earned seven to nine dol- 
lars were selling at a price of two 
hundred to four hundred dollars. 
What a splendid opportunity to 
gather savings into the investment 
pool and increase the purchases of 
capital goods from ten to fifteen or 
even twenty billion dollars per year! 
Did not, rather, the accumulation of 
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capital cause a sheer exhaustion of 
the investment opportunities so that, 
no matter how favorable the psy- 
chology and the security prices, the 
rate of investment had to begin to 
decline, thus breaking the magic 
psychological spell? 

In the last half of the past cen- 
tury John Stuart Mill commented 
on the remarkable recovery of na- 
tions from war. The consumption 
of capital and the accumulation of a 
backlog of potential technological 
improvements during war naturally 
provides more investment outlets in 
the immediate postwar years, thus 
accounting for the vigor with which 
nations recover from war. 

But the most telling arguments 
result from a reasoned examination 
of some phenomena which are so 
common that they are taken for 
granted. Why is a cartoon which 
depicts an employer waiting in an 
employment office to see whether 
someone will come in seeking em- 
ployment regarded as_ hilariously 
funny? The general tendency for 
sellers to be more anxious to sell 
than buyers are to buy, and for em- 
ployees to be more anxious to be 
hired than employers are to hire, 
has been a part of our environment 
for so long that we have come to 
regard it as normal. If, as J. B. Say 
suggested more than a century ago, 
man works only to expend his in- 
come for either consumer goods or 
capital goods, and there is no rea- 
son for a permanent curtailment of 
his purchases of the latter, then the 
normal or average condition would 
be for employers to be as anxious to 
hire as employees are to be hired. 

It has been asked why, if this is 


true, employees do not lower the 
rate at which they offer their serv- 
ices, and whether, if they did, we 
would not creep back to a condition 
of full employment with lower 
wages and other costs, lower prices 
of commodities, but high production 
and high real incomes. The answer 
to the question is that saving is a 
function of real income and not of 
money income. 

For instance, suppose that in 1931 
after the national income as meas- 
ured in dollars had fallen to sixty 
billions, the suppliers of all unem- 
ployed factors had lowered their 
offering prices. Then, so the argu- 
ment goes, there would have been 
an increase in production and real 
income, even though the income in 
dollars was only sixty billions. The 
answer is that as real income in- 
creased, saving would increase with- 
out an equal increase in investment 
and the national income would drop 
still further. And this is what actu- 
ally happened, until the national in- 
come fell to about forty billion dol- 
lars. The point of equilibrium in 
real income is the point at which 
the saving by a part of the popula- 
tion in terms of real income is ex- 
actly offset by the aggregate of 
“dis-saving” being accomplished by 
others. The amount of the saving 
that has to be offset is that in ex- 
cess of investment or other offsets 
to savings, such as government 
deficit expenditures. 

But of all the phenomena of the 
economic world, the one which has 
done most to conceal the fact of 
zero marginal productivity of capi- 
tal from economists is the positive 
rate of gross interest appearing in 


the market for long-term funds. 
Even the best corporation bonds 
bear a rate of interest (yield) of 
nearly three per cent. How can one 
say that the marginal rate of return 
on new capital is zero when sea- 
soned bonds of good quality sell to 
yield three per cent? Why is it that 
the owners of the bank balances 
that are not out doing money-work 
by purchasing goods do not bid 


against each other until the yield 


on these bonds is driven down to 
mathematical zero? The answer to 
this question is that an element of 
risk is involved in the purchase of 


-any bond. This risk is measured by 


comparison with the estimate of risk 
involved in holding a cash balance, 
and varies from one individual to 


-another. Some choose to buy Aaa 
bonds at three per cent, and would 
buy them at a yield as low as two 
per cent or less, whereas others esti- _ 


mate the risk as so high that they 


do not get into the market at all but 
hold cash balances 


instead. The 


market rate is the consensus. In any 
case, this risk payment is necessary 


to secure the commitment of funds, 
and all amounts over this minimum 
would then be regarded as pure in- 
terest. Obviously, this separation of 
the gross rate of return into these 
parts and the establishment of the 
fact of zero pure interest and three 
per cent risk payment can never be 
verified by peering intently into the 
eyes of an investor as he enters his 
broker’s office, but it is offered to 
show the consistency between the 
concept of zero pure rate of return 
and a positive gross rate of interest 
in the market. 

One economist has offered the 
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fact of the increase in the yield of 
railroad bonds in decades past as 
evidence against the concept of zero 
marginal productivity. If this fact 
shows anything, it shows the mess, 
financial and otherwise, that the 
railroads were in. Again, the decline 
in bond yields in the 1920’s reflected 
the growing confidence that the 
relative prosperity of that period 
would continue, with its apparently 
low risk to bondholders. 

It is sometimes urged against the 
concept of zero marginal productiv- 
ity that the older nations suffered a 
less severe and less prolonged de- 
pression in the last decade than did 
the United States. Those who ad- 
vance this argument do so in the 
belief that it is evidence that our 
economy is not maturing, which 
means accumulating capital to the 
point where a relatively low rate of 
investment will hold the marginal 
productivity of capital at zero. It 
really provides evidence to the con- 
trary. The older the economy, the 
less is the annual amount of capital 
creation, or, in other words, the 
greater the amount of productive 
resources not used. Hence, when 
world depression sets in, these older 
economies have less of a decline in 
income because there is a smaller 
decrease in investment. 

Paradoxically, this very fact has 
led the one nation which has suf- 
fered least from lack of investment 
in the past century to be the first 
to show a general interest in the 
solution of the problem. The open- 
ing of the Mississippi Valley to set- 
tlement and the immigration from 
Europe held the United States to a 
high level of productivity long after 
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the European economies had recon- 
ciled themselves to stagnation. The 
great contrast between the high 
level of production to which we had 
become accustomed and the low 
level to which we sank in the 1930’s 
were effective in stimulating thought 
and action, whereas in the nations 
where the contrast was relatively 
minor the situation was accepted 
philosophically. 

The concept of zero marginal pro- 
ductivity also logically confronts the 
advocates of a high tariff with a 
dilemma. They have long main- 
tained that a tariff increases pro- 
duction and employment and general 
prosperity in a country. This does 
not logically follow from any as- 
sumption that investment opportuni- 
ties are always available, because 
when we use our productive re- 
sources effectively a tariff can only 
result in diverting some resources 
from the fields in which they are 
being employed efficiently into those 
fields in which they are less efficient, 
the nation thus losing what might 
have been gained by international 
division of labor. But when govern- 
mental policy recognizes the general 
problem of equilibrium at less than 
full employment, and deficit spend- 
ing as a solution is proposed, then 
to oppose the solution on the 
grounds that private investment can 
maintain full employment (having 
previously argued that a tariff would 
increase employment) is  contra- 
dictory. 

Finally, we have the “wait and 
see” argument against the concept 
of zero marginal efficiency. It main~x 
tains that when this war is over 
and a change in the domestic politi- 


cal picture has occurred, private in- 
vestment will get a new lease on 
life and our prosperity will know 
no bounds. If this turns out to be 
true it will be one further step in 
the verification of the thesis just 
stated, because depression and war 
consume capital and, also, because 
during war potential applications of 
indirectness to production are dis- 
covered. At such a time the de- 
mands of the military machine pre- 
vent the application of these new 
techniques to the production of 
consumer goods. 

Suppose we take an optimistic 
view of the picture and assume that, 
when we emerge from this war, the 
managers of existing corporations 
and the promoters of new ones are 
able to convince savers that they 
have found profitable investment 
opportunities for twenty-five billion 
dollars per year in the construction 
of new factory buildings, machines, 
etc. (This is the approximate equiv- 
alent of building the entire rail- 
road system of the United States, 
including rolling stock, every twelve 
months.) 

Such a level of private invest- 
ment would maintain the degree of 
physical production attained at the 
present time. The principal differ- 
ence would be that it would be en- 
tirely for the benefit of consumers 
instead of half of it being diverted 
to war purposes. 

The critical question is, how long 
could this continue? In less than a 
decade our capital plant would be 
doubled in size. No one can blame 
investors, if in 1950 they invest not 
twenty-five billions but only fifteen 
billions. A drop in investment of 
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ten billion dollars per year would 
certainly cause the disappearance of 
most of the remaining investment 
and a decline in the national income 
to—at the most—half of what it 
had previously been. Shall we then 
sit back and operate our economy 
at half its capacity as we obviously 
did in the 1930’s? 

_ Presumably, when that time comes 
peace orators will be abroad in the 
land explaining the economic waste 
of war. They will argue that the 
resources used to produce war ma- 
terials in World War II would have 
built enough little red school houses 
to extend in an unbroken line from 
Portland to Bizerte, or, if you do 
not prefer more school houses, the 
| aber wasted would have rebuilt 
every city in the United States from 
the ground up. 

It is positively not presumed that 
the peace orators will maintain that 
the cities of the United States would 
have been rebuilt. But if the war 
lasts as long as the most optimistic 
of us believe that it will, the peace 
orator will have the facts on his side 
in his statement of what might have 
been done. Beginning at the level 
of industrial production prevailing 
in 1939 (which was average for the 
1935-39 period) we have now (early 
in 1943) doubled our rate of indus- 
trial production. This has been ac- 
complished although a large part of 
sur manpower is in the armed 
forces and in spite of all the ineffi- 
ciency that accompanies a rapid 
conversion to new products. As of 
September, 1942, the standard of 
iving had not yet begun to decline, 
n spite of the spectacular absence 
»f some of our most prized durable 


consumer goods from the market. 
It is not far from the truth to say 
that to date we have been fighting 
the war out of increases in produc- 
tion. It may also be observed here 
in passing that if the United States 
had had full production for some 
years before and at the time of our 
entry into the War, then any diver- 
sion of resources to war production 
would have resulted in a correspond- 
ing decrease in the production and 
consumption of consumer goods. 
The use of fifty per cent of our re- 
sources for war production would 
then require a fifty-per-cent reduc- 
tion in consumption. War would be 
more unpopular under those circum- 
stances. But, if we may be allowed 
a little speculation, it could be that 
if full employment prevailed gen- 
erally in the nations of the world, if 
buyers were as anxious to buy as 
sellers are to sell, and if employers 
were aS anxious to hire as -em- 
ployees are to be hired, perhaps 
the unsettling political disturbances 
which bring on wars would be so 
few that war as an institution would 
largely disappear. 

One of the misapplications of this 
theory of the zero marginal pro- 
ductivity of capital is suggested by 
the person who, upon encountering 
it for the first time, says “This 
justifies the belief I have held for 
some time that it is a sin to save.” 

No such conclusion is justified 
under our institutions. Individuals 
have never been held responsible 
for the investment of the particular 
funds which they do not expend for 
consumer goods. With our division 
of labor and high degree of special- 
ization, it would be difficult indeed 
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to impose such a requirement. Nor 
would it conform with our idea of 
justice to impose such restraint as to 
require of a person that he expend 
his entire income for consumer 
goods when no adequate provision 
has been made for his old age. 

The principal concern of this par- 
ticular paper is the focusing of at- 
tention upon the key fact to be 
determined. Is it true that with the 
technology available at any given 
time there is a real tendency for 
capital to accumulate relative to 
land and labor, thereby reducing 
the number of investment oppor- 
tunities arising each year? If so, 
are these investment opportunities 
in the aggregate less than the vol- 
ume of saving that would be accom- 
plished at full employment? 

It is positively not a question of 
whether investors do or do not 
sometimes get into a deep blue funk 
over prospects, political or other- 
wise. It is granted from the begin- 
ning that instabilities of various 
sorts do temporarily influence the 
judgment of investors. But the ques- 
tion concerns periods of the great- 
est peacetime prosperity as well as 
periods of depression. 

If the answer is “Yes, the mar- 
ginal efficiency of capital is continu- 
ally at zero,” then a terrific indict- 
ment of the free-enterprise economy 
is made. It has within it an inher- 
ent defect which prevents it from 
operating at maximum efficiency (or 
even within 50 per cent of maxi- 
mum efficiency, depending upon the 
productivity relative to population, 
the distribution of wealth, etc.). 
Furthermore, if the real marginal 
productivity of capital is at zero, 


no amount of rolling of purple car- 
pets before investors will bring 
about the investment required to 
make it operate at maximum effi- 
ciency. 

If the problem is recognized to be 
substantially as described by those 
who hold to the theory of zero mar- 
ginal productivity of capital, the ob- 
ligation to propose a positive solu- 
tion rests equally upon all econo- 
mists. The problem does not call for 
a negative or do-nothing solution. 

One proposed solution of a nega- 
tive nature is that, since the satis- 
faction of wants merely creates new 
wants ad infinitum, perhaps we 
should be satisfied with a low level 
of productivity and enjoy more leis- 
ure. To this it must be replied that 
a state of things in which ten mil- 
lion families are totally without em- 
ployment and dependent upon char- 
ity and another ten million are kept 
off unemployment rolls by virtue of 
a few hours of work per week is 
one thing; a condition under which 
the national income available for 
consumption rises to one hundred 
and twenty billion dollars and there 
is a varied but general decision that 
a reduction of working hours to 25 
per week, 10 months per year, is 
more desirable than a second air- 
plane per family is something very 
different. The reader may decide 
which condition is more desirable 
from a social point of view, aggre- 
gate product being the same in both 
cases. 

Many and varied positive solu- 
tions to the problem have been pro- 
posed. They include a 100-per-cent 
tax on additions to idle bank bal- 
ances, a subsidy in the form of 


. 
! 
‘negative interest to investors, and 
‘expiring money, but the solution 
a seems to come most easily is 
that of deficit spending by the gov- 
‘ernment. It has a bit of tradition 
on its side and the additional ad- 
‘vantage that it can make use of many 
investment opportunities which have 
a high yield of satisfaction but 
which are closed to private inves- 
‘tors because of the nature of our 
institutions. For instance, a private 
investor cannot drain a swamp and 
‘charge each person per mosquito 
‘that didn’t bite him. 

_ There are some questions to be 
‘answered about government deficit 
spending. They concern the timing, 
‘the amount, and the servicing of the 
public debt, and the question, “Will 
not deficit spending (to combat em- 
ployment deflation) cause price in- 
|flation ?” 

The degree of mechanization re- 
‘quired in this war indicates that the 
‘consumption of capital goods ex- 
ceeds the creation of such goods by 
a substantial margin. We are also 
quite certain that a backlog of po- 
‘tential technological changes in pro- 
duction is developing. The combina- 
tion of these two factors has been 
estimated to give an annual rate of 
capital creation in the immediate 
postwar years in the low twenties 
of billions of dollars. This seems to 
‘be the consensus gleaned from sev- 
eral recent studies independently 
made. 

Such a level of investment would 
give us a national income in the 
vicinity of 110 to 120 billion dollars 
per year. With efficiency introduced 
into all employments in which haste 
is now the slogan for war produc- 
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tion, and with the additional labor 
supply that will be available when 
the men in the army are mustered 
out, this level of monetary income 
would not be due in any consider- 
able part to price inflation relative 
to 1939 prices. If this level of pri- 
vate investment is achieved, there 
should be no excuse for deficit ex- 
penditures to offset savings so long 
as it is maintained. Those who re- 
gard the zero marginal efficiency of 
capital as a fact expect the rate 
of investment to begin to fall 
(and hence fall rapidly) in six to 
eight years, after which deficit ex- 
penditures must again begin to be 
made. 

The planners would not fool 
around with a three-or-four-billion- 
dollar annual deficit, but expect to 
replace fully the deficiencies in pri- 
vate capital formation, i.e., expend 
twenty or more billion dollars in ex- 
cess of government income if pri- 
vate investment disappears com- 
pletely. Furthermore, they expect to 
continue to do so indefinitely. A 
great deal has been made of the 
dampening effect that this would 
have on private investment. If we 
refer to the late unlamented thirties, 
we must admit that such was the 
attitude of investors towards the 
mounting debt and the necessity for 
repaying it out of taxes that what- 
ever private investment might have 
been made under more favorable 
circumstances, a considerable part 
of it was discouraged. The planners 
feel that this bugaboo will not re- 
main with us and that whatever 
private investment may be made will 
be encouraged by the fact that with 
the maintenance of national income 
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any decline in the average produc- 
tivity of capital will be prevented, 
since plants will operate more 
nearly at their optimum capacity. 

If private investment is expected 
to carry on bravely for most of the 
first postwar decade, why should the 
planning begin now? The answer 
lies in an examination of the ex- 
pected productivity and disposition 
to save. If, in the process of mak- 
ing up the difference between actual 
private investment and the invest- 
ment that is necessary to maintain 
full productivity of our economy, 
the deficit expenditure begins at ten 
billion dollars and creeps upward as 
the absolute amount of attempted 
savings of individuals increases 
with increases in the productivity 
of the economy, the total govern- 
ment investment will amount to 
over 100 billion dollars in a decade. 
Such an aggregate of investment 
could be accomplished smoothly by 
private investors, without a general 
over-all plan. But when government 
attempts the reconstruction of high- 
ways, cities, and other public works 
to the extent of 100 billion dollars 
in a decade, considerable advance 
planning is desirable. 

Much has been written appraising 
the burden of servicing the Federal 
debt. Let it only be said here that 
the general conclusion is that the 
interest charge against the debt may 
be a great burden if the growth in 
the national income is not main- 
tained by either private or public 
investment. In the decades to come, 
if private investment fails and the 
policy of making up the necessary 
offsets to saving by public deficit 
spending should be abandoned, then 


the interest burden would be severe — 
indeed. Moreover, even if, because 
of the growth in the national in- 
come due to increasing productivity 
as full employment is maintained, 
the annual increase in aggregate 
interest charges should be only a 
small part of the increase in in- 
come, still the fact remains that the 
absolute size of the interest charge 
makes the problem of transfer of 
income from those who partake in 
production to those who receive the 
interest payments because of their 
holdings of government securities 
one fraught with potential injustice. 
A huge rentier class could thus be 
created. 

One problem in the minds of 
those who oppose the concept of real 
zero marginal productivity of cap- 
ital—and this brings us back to 
the crux of the matter—is the 
growing volume of money which 
would result from the sale of any 
large part of the government se- 
curities to banks. Under certain cir- 
cumstances this might be a serious 
problem. But the circumstances are 
precisely those under which deficit 
spending is not necessary. 

There is a general principle con- 
cerning money which says that as 
its quantity increases prices will in- 
crease proportionately. This prin- 
ciple assumes that, first of all, em- 
ployment is at a maximum. Second, 
it assumes that individuals into 
whose hands additional funds come 
spend as much as they desire for 
consumer goods and use all the rest 
(except a certain small and constant 
amount for meeting current bills, 
etc., between pay checks) to pur- 
chase capital goods. Under these 


OPINION AND COMMENT : 31 


circumstances an increase in money 
would cause an increase in the total 
demand for goods without an equiv- 
alent increase in physical produc- 
‘ion (full employment of productive 
-esources having been assumed) and 
srices would advance accordingly. 

When private investment is fail- 
ng and the disposition to spend less 
chan the entire income for consumer 
zoods remains (as it always does at 
full employment), the effect of the 
3aving is to retire funds from circu- 
ation. Government borrowing from 
yanks has already greatly increased 
these idle balances and will still 
further increase them before the 
War is over. The same motive 
which caused the funds to be re- 
tired from circulation will hold them 
in retirement until investment op- 
portunities appear. If this were not 
a fact, the injection of a single gov- 
ernment deficit expenditure into the 
income stream would serve to raise 
the national income for all time to 
come; for that matter, the income 
would never have fallen in the first 
place, had it not been for the dis- 
position of savers to retire such 
funds in the absence of attractive 
new investment opportunities. 

To reiterate, only the appearance 
of investment opportunities will 
bring these idle balances out of re- 
tirement. (This is true only in terms 
of the aggregate of the idle bal- 
ances; some are always returning 
and are replaced by the savings of 
others.) Moreover, investment op- 
portunities will put them into circu- 
lation only to the extent that such 
\pportunities appear. If private in- 
vestment should by any chance be- 
come so profitable—that is, if the 


volume of opportunities opening 
each year becomes so great at any 
prospective return above zero—that 
the amount of such investment ex- 
ceeded that which would be re- 
quired to bring our economy to full 
productivity in these immediate 
postwar years, then indeed we 
would have reason to fear price in- 
flation as a latent result of building 
the idle balances through sale of 
bonds to banks. The best estimates 
of the volume of private investment 
in the postwar decade which would 
yield full employment and nothing 
more (price inflation) range from 
twenty to twenty-five billion dollars 
per year. If such volume should be 
exceeded, taxation in excess of gov- 
ernment expenditures should be em- 
ployed to offset that portion of pri- 
vate investment over the requisite 
twenty to twenty-five billions. 

It is the concept of the planners 
that, except for serious depressions 
and prolonged periods of war, no 
backlog of investment opportunities 
will ever accumulate in the manner 
described above; hence, all that is 
necessary is to facilitate the regular 
year-to-year creation of capital 
goods privately by maintaining full 
employment and full consumption. 
The return of idle balances into cir- 
culation will then be under control. 

If, on the other hand, the concept 
of zero marginal efficiency as ap- 
plied to capital formation is not 
correct; if investment opportunities 
are unlimited or if, at least, their 
limits will never be touched by the 
volume of saving at full employ- 
ment; if twenty billion dollars can 
be invested profitably each year by 
private individuals year after year, 
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decade after decade, the amount in- 
creasing as productivity grows; if 
our capital plant is doubled in the 
first postwar decade and again in 
the next two decades (labor and 
land remaining relatively constant 
or increasing by some method not 
now in sight) without exhausting 


investment opportunities; then by 
all means possible the devotees of 
the free-enterprise system should at- 
tempt to halt plans for peacetime 
deficit spending to maintain full 
employment and confine their efforts 
to facilitating and encouraging pri- 
vate investment. 


“During the first quarter of 1943, transition of the country’s economy 
to a war basis, already further advanced than at any time during the first 
world war, continued at a rapid rate. Over a million men were added to the 
armed forces, making a total of about 8 million; production of the imple- 
ments of war increased considerably; and output of raw materials used for 
war rose further. ... War expenditures rose to 7 billion in March, up a 
billion dollars from December.’”—From Federal Reserve Bulletin, April, 1943. 


The Department of Commerce recently reported that exports from the 
United States in March reached a value of $931,000,000, the highest monthly 
total in history. The previous high was $928,000,000 in June, 1919. Export 
totals exclude shipments to our armed forces abroad but include lend-lease 
goods shipped to the United Nations. The value of imports in March was 
$248,000,000. 


On May 10, the Treasury announced that a grand total of $18,533,000,000 
in securities was sold in the second war loan drive, $5,533,000,000 more than 
was originally sought in the greatest governmental financing campaign in 
history. 


A recent study of the National Bureau of Economic Research reports 
that in 1939 American factories turned out an aggregate product twice as 
large as in 1914, with a labor force only one-fifth greater. The Bureau lists 
improved organization, more and better equipment per worker, superior 
technical methods, greater individual skills, and increased use of mechanical 
power as factors accounting for the improvement. 
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HE purpose of this discussion 

[ is twofold. First, an attempt 

will be made to suggest means 
of reducing the time involved and 
improving the accuracy of the col- 
‘ector’s books prepared by the county 
clerk. Second, a means will be de- 
scribed to expedite the process of 
tax settlement or distribution by the 
county collector. 

There are certain limitations 
which should be made clear at the 
start. As the subject indicates, this 
discussion relates solely to tax ac- 
counting. No attempt will be made 
to touch upon the problems of ac- 
counting for other county activities. 
Moreover, space and time limita- 
tions preclude a detailed presenta- 
tion of the complete accounting 
forms and procedures to be sug- 
gested. The ideas as set forth are 
given in such form that they may 
be adopted by any county, large or 
small, whether its volume of busi- 
ness is great or small, and whether 
it uses hand or mechanical methods 
in its accounting. It is obvious that 
any presentation involving more de- 
tail or more specific application 
would of necessity be of only lim- 
ited value to all the counties as a 
sroup. It is hoped that the impli- 
cations of these proposals and their 
possible advantages will be so ap- 

*Discussion presented at a meeting 


»f county clerks and treasurers, Spring- 
field, March 15, 1943. 
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parent that some county officers may 
see a means of following them, with 
the details worked out to fit the 
individual case. 

It may be well at this point to 
emphasize the fact that the sugges- 
tions which are to be made have 
met the test of application, since 
there already are several counties 
in the State where these procedures 
are employed. 

The procedure most commonly in- 
volved in the preparation of the tax 
collector’s books by the county clerk 
is something like this: Property 
descriptions, owners’ names, and as- 
sessed valuations are copied into 
the collector’s books directly from 
the assessor’s books as they are re- 
ceived from the Board of Review. 
The clerk then proceeds: to extend 
in separate columns, across the page 
to the right in the collector’s book, 
the tax for every governmental 
body within which each parcel of 
property is situated, showing to the 
extreme right the total current tax 
extended and then, in the case of 
real estate, the separate amount for 
each of the two installments. The 
amount of work involved in this 
operation is very great, and there 
are many opportunities for errors to 
creep into the computation and 
transcription of the vast number of 
individual tax extensions. 

The following list shows the col- 
umns which appear in a collector’s 
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books for a typical county in Ili- 
nois. This book is a double-page 
spread, but for convenience the 
items are shown in list form here. 
Under the present plan all appli- 
cable columns would be used for 
each piece of property, including 
complete distribution of the tax by 
taxing units. 

1. Number of Line. 

2. In Whose Name Assessed. 
3. Subdivision. 
4. Section. 
5. Township. 
6. Range. 
7. Number of Acres. 
8. Equalized Value by Board of 
Review. 

9. Equalized Value by State Board. 

10. Corporation. 

11. Number of School District. 

12. High School District. 

13. State Tax. 

14. County Tax. 

15. Town Tax. 

16. Road and Bridge Tax. 

17. Permanent Road Tax. 

18. High School Tax. 

19. Non High School Tax. 

20. City or Village Tax. 

ZI 22 23 N2A ee ee ee Eybax 

25. District School Tax. 

20.) Back Tax: 

27. Total Amount Current Tax Due. 

(A series of columns then follows 
for the first installment.) 

28. Amount Due. 

29. Special Assessments. 

30. Costs. 

31. Interest after May 1. 

32. Amount Collected. 

33. When Paid. 

34. By Whom Paid. 

35 through 41. (The information in 
columns 28 through 34 is duplicated 
for the second installment in these 
columns.) 

42. Number of Line. 


Under the proposed plan, Columns 
13 through 25 would not be used for 
individual properties. This would 
eliminate all the attendant compu- 
tation necessary for the distribution 
in these columns. The subsequent 
text explains the procedure to be 
followed. 

As suggested, the first phase of 
this suggestion for the extension 
and settlement of taxes involves a 
means of reducing, to a consider- — 
able extent, the amount of work in- 
volved in tax extension and, at 
the same time, carrying the work 
through to completion with fewer 
chances to make clerical errors. 

Briefly the plan is this: Assign to 
each group of properties situated in 
an area in which a given total tax 
rate is applicable a code number, re- 
lated possibly to the number of the 
elementary school district, and then 
add together the tax rates for all 
political subdivisions within that 
area. Chart 1 shows how these ag- 
gregate-rate areas are delineated. In 
constructing this chart, we have as- 
sumed that the problem is to de- 
termine the various total tax rates 
to be extended on properties within 
the limits of a purely hypothetical 
city. Obviously the county tax rate 
applies to the entire area, as also 
the township rate does; we are as-. 
suming, incidentally, that all of the 
city is situated within one county | 
and in a single township. Then, of 
course, the city rate is spread uni- 
formly over all properties within 
the municipal boundaries. Purely 
for illustrative purposes we have 
assumed that a portion of the city 
lies within an 8-grade school dis- 
trict and a high school district, and 
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‘ COMBINATIONS OF TAXING UNITS IN THE 3 AGGREGATE-RATE 
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that the remainder of the city is 
served by a “unit,” or 12-grade, 
school district. Finally, within a 
portion of the area covered by the 
unit school district there is as- 
sumed to be a small park district. 
It is immediately apparent that 
there are three aggregate-tax-rate 
areas. Area I includes a rate for 
each of these governments: county, 
township, city, 8-grade school, and 
high school; Area II includes the 
first three of the units in Area I 
and, in addition, the rate for the 
12-grade school district; and Area 
III also includes the rates for the 
county, township, and city, as well 
as the rates for the 12-grade school 
district and the park district. By 
combining the rates within each of 
these areas, the county clerk may 
arrive at a total rate applicable to 
each parcel of property within the 
three areas. Thus, in preparing the 
collector’s books, the clerk may ex- 
tend all the taxes within the city by 
making but one computation for each 
property. Within the portion of the 
city in Area I, the tax is extended 
by multiplying each assessed valua- 
tion by the total tax rate of $4.16. 
Some clerks may wonder what 
happens to their extension fees if 
this method is followed. Bear in 
mind that lump-sum extensions are 
authorized under the law; more- 
over, there are many counties in 
which this method is currently em- 
ployed. Furthermore, the Attorney 
General has ruled that extension of 
taxes in a lump sum need not pre- 
clude charging, as in the past, the 
fee of 2 cents or 3 cents per parcel, 
as the case may be, for the tax ex- 
tension for each taxing unit. 


So far as the clerk is concerned, 
it is obvious that a great amount 
of time will be saved through this 
reduction in the number of calcula- 
tions and entries. The total charge 
to the collector will not be affected 
by this change, which simply re- 
moves superfluous detail from the 
records. Since the total extension in 
the aggregate-rate or rate-code area 
is on the same base as it would be 
if a whole set of extensions were 
made for individual property de- 
scriptions, the amount charged to 
the collector is the same. 

Before turning the  collector’s 
books over to the treasurer or the 
sheriff, the clerk should determine 
the total current tax extended with- 
in each of the aggregate-rate areas, 
and break down his charge accord- 
ingly. In order to fill out the ab- 
stract forms in the collector’s books, 
he will find it necessary to calculate 
the extensions on the various classes 
of property, by townships, within 
each taxing district.’ 


*The mechanical details for taking 
care of these extension fees may vary, 
depending upon the type of accounting 
employed by the county. In case the 
manual system is used and there are 
no particularly large taxing units, the 
following system may be employed: 
At the very outset an account for the 
county clerk’s extension fee may be 
set up and debited with the proper 
amount, at the same time crediting the 
taxing-body control accounts. Then 
periodically an account with the col- 
lector’s fee may be debited and the 
various taxing-body control accounts 
credited. If a mechanized system is 
used, three or four columns can be set 
up on the credit side of the taxing- 
unit control accounts, one each for the 
extension fee, the collection fee, dis- 
tributions to the taxing bodies, and 
the total. 
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Turning now to the operations 
mducted in the collector’s office, 
ie present system of tax settlement 
ed be described very briefly. In 
hat is probably the great majority 
{ counties in this State, the cus- 
i 3H practice is for the collector 
» make perhaps four or five distri- 
+ a prior to the date of final 
ettlement in December. These are 
sually made in lump sums. Occa- 
‘onally, individual taxing bodies 
be make known to the collector 
reir needs for funds, whereupon 
1ey will be paid certain amounts, 
epending upon the progress of tax 
ollections. This settlement simply 
} set off against the total amounts 
) which they are entitled. Perhaps 
school district representative will 
ome in sometime late in May and 
sk for $300. If this money is on 
and and the amount requested 
ears a reasonable relationship to 
1e amount extended for that school 
istrict, the collector ordinarily will 
ake the payment. Then possibly 
round the first of July he will 
atisfy similarly another request for 
ands from the same school district. 
‘ossibly this may suffice to cover 
1e needs of the school until the 
alance of the collection is distrib- 
ted in December. 

The disadvantages of this method 
f distribution ought to be apparent. 
or one thing, the collector never 
nows whether he is in balance 
ntil he makes his final settlement. 
nother objection is that he has no 
ractical way of knowing precisely 
ow much money each taxing body 
1 his county is entitled to at any 
iven time. Then there is always 
1e possibility that he may over- 


settle with some units, at the ex- 
pense of others. Moreover, there is 
always the chance that some taxing 
units in the county will take advan- 
tage of the other units and demand 
more than their share of total tax 
collections, thereby avoiding the ne- 
cessity of selling tax warrants, 
although, strictly speaking, their 
financial status is such that they 
should resort to that method of 
financing their operations. Obvi- 
ously, it would be possible for the 
collector in a county to pay over to 
the treasurer of say a small park 
district the entire amount of the tax 
extended for that unit within a few 
days after the beginning of the tax 
collection period. This would be 
highly advantageous to the park dis- 
trict, but it would simply mean that 
the unit would actually be borrow- 
ing money from the other taxing 
bodies in the county. Quite obvi- 
ously, it would be impossible for the 
collector to treat all taxing units in 
the same manner. Therefore, there 
is a distinct advantage in any sys- 
tem that enables the collector to de- 
termine precisely the amount on 
hand that is due to any given gov- 
ernmental body—to know, for ex- 
ample, that up to, say June 20, 
precisely $362.37 had been received 
for the account of School District 
No. 127. Then, if the collector 
wished to pay over to that district 
the full amount of the collection, 
there is no reason why he could not 
do so. On the other hand, if he felt 
that it would be wise to retain a 
certain reserve, he could make a 
lump-sum settlement of $300. Such 
details could be worked out to fit 
individual circumstances. 
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CHART 2 
RATE-CODE AREA CONTROL ACCOUNTS 


Code Area II 


Code Area I 
Collections | Distributions Collections 
(from du- | (to taxing 
plicate tax | bodies’ con- 
receipts) trol ac- 
counts) 


TAXING BODIES’ CONTROL ACCOUNTS 


Distributions 


Code Area III 


Collections | Distributions 


Park District City School District 
Distributions | Payments Distributions | Payments Distributions | Payments 
(from code- 
area control 
accounts) 


Just what are the mechanics of a 
system of distribution which pos- 
sesses these advantages? Assume 
now that the collector’s books have 
been turned over to the treasurer 
or sheriff and that he knows pre- 
cisely the amount charged to him 
for the account of each of the in- 
dividual aggregate-rate or rate-code 
areas. He prepares his tax bills just 
as under the older system, but each 
bill is given the number of the rate- 
code area in which the property 
billed is situated. Then he sets up 
an account, such as is shown in 
Chart 2, for each of these areas. 
Then, as taxpayers come in to pay 
their taxes and to have their bills 
receipted, the collector sorts his 


copies of the receipted bills by rate- 
code area account numbers. At the 
end of each day, after cash receipts 
have been checked, or _ possibly 
every two or three days, the total 
amount collected for each code- 
area may easily be determined by 
adding the amounts shown on the 
various groups of receipted bills. 
These totals are then posted to the 
debit or left-hand side of the appro- 
priate rate-code or control accounts. 

Assume now that the collector 
wishes to make a distribution. Pre- 
sumably he has already set up a 
control account for each taxing 
body in his county. To effect the dis- 
tribution, the collector needs merely 


to allocate among the governmental — 


: 
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dodies concerned the total collec- 
ions accumulated in each of the 
ate-code control accounts. By re- 
ferring to Chart 3, it will be seen 
1ow this is done. For each aggre- 
rate-rate area a table of this sort is 
made up. It shows the composition 
of the aggregate tax rate in terms 
of the names or numbers of the 
axing bodies involved, their tax 
‘ates, and their percentage shares 
n the total rate. Let us assume now 
that, for example, a certain amount 
las been accumulated in the control 
vccount for Rate-code Area III. This 
‘otal can be divided among the tax- 
ng bodies involved by a very simple 
»peration. Chart 3 shows the per- 
centages assigned: to the county, 
‘0 the township, to the city, etc.; 
dy applying these to the aggregate 
amount accumulated in the code- 
urea control account, the total col- 
ections may be allocated to the 
ndividual taxing-unit accounts. The 
eft-hand side of the account for 
he school district, shown in Chart 2, 
may consist of individual amounts 
listributed from two or three or 
sven more code-area control ac- 
counts. At any rate, after all the 
‘otals in the code-area accounts 
aave been distributed, it can be 
letermined immediately just how 
nuch money has been collected for 
the benefit of each taxing body in 
he county. If, for example, a total 
»£ $1,563.37 appears in the left-hand 
side of the control account for the 
school district, after all the control- 
iccount totals have been distributed, 
t is obvious that this amount repre- 
sents the total collections to which 
his school district is entitled, on 
he date when the books are bal- 


CuHaRT 3 
AGGREGATE RATE AREA III 
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County ah ck ake: eens b Peat fs 17.9% 
Mownshiprt:& ice. ac .70 16.7 
Clive ee eer 1.10 26.2 
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anced. Distributions to the district 
may be made at any time. Accord- 
ing to the law, settlements should be 
made monthly. In some counties it 
probably is unnecessary to attempt 
to distribute so frequently. But 
in others semi-monthly settlements 
might be in order, and there are 
certain periods during the tax col- 
lection season when weekly or semi- 
weekly distributions might well be 
made. This can be done with- fa- 
cility and with accuracy if the sug- 
gested system of distribution is fol- 
lowed. As has been suggested, one 
of the effects of the present system 
of tax settlement is that at the final 
settlement date one taxing body may 
be found to have been overpaid and 
another underpaid, not only with the 
resulting unfairness, about which 
little may be done, but also with the 
legal responsibility that is attached 
to the collector personally. This lia- 
bility is not just for his term of 
office, but extends beyond his in- 
cumbency. Any method which can 
result in fair and correct distribu- 
tions to the taxing bodies and at 
the same time can remove the 
danger of personal liability for er- 
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roneous payments ought to be wel- 
comed. It is believed that this plan 
will have just such results.’ 

To return now to the illustrations, 
a few other comments should be 
‘made. Each of the rate-code area 
control accounts should be divided 
into three sections with one section 
each for lands, lots, and personalty. 
By means of this division, it is pos- 
sible to determine the trend of tax 
collections of each of the three 
classes of property without further 
analysis.’ It may be pointed out at 
this time that it is unnecessary to 
provide for the entry of railroad-tax 
collections in the code-area control 
accounts. Receipts of taxes on such 
property may be posted directly to 
the accounts set up for individual 
taxing bodies. 

Now then for a word on some of 
the other advantages of this plan. 
As in the past, daily cash collections 
may be checked by comparing cash 
on hand at the end of the day with 
the tape run on receipted tax bills. 
Another point is that the tax exten- 
sions made by the county clerk can 
be proved by rate-code areas, since 
the total tax extension in each of 
these areas is equal to the valua- 
tions of the properties situated in 
that area multiplied by the total tax 


*The control accounts for the rate- 
code areas and the taxing bodies need 
never be closed. In subsequent years 
these accounts may have proper en- 
tries made in them for forfeiture re- 
demptions, for proceeds from fore- 
closures and special sales, and for 
delinquent collections of personalty 
taxes. 

3On the debit side, two columns each 
for lands, lots, personalty, and the total, 
may be used; a similar breakdown on 
the credit side may be advisable. 


rate. If all the code-area extensions — 


prove out in this manner, the ex- 
tensions made for each individual 
taxing unit are evidently correct. 

The point that real estate should 
be coded probably deserves further 
comment. In some respects, at least 
for the operation of this plan, it is 
adequate simply to assign to each 
property the number of its rate-code 
area, but adoption of these pro- 
cedures affords an excellent oppor- 
tunity to the clerk and the treasurer 
to take advantage of work that has 
been done, at least in certain coun- 
ties, by the mapping projects of 
some two or three years ago. Many 
officers will find that they have 
available for their use excellent 
plats of at least portions of their 
counties, plats which in some cases 
will require some further work if 
they are to be brought up to date, 
but which can well serve as the 
basis for any plan to straighten out 
property descriptions and records 
of ownership. At the same time code 
numbers may be assigned to each 
property, even within rate-code 
areas. 

These suggestions have been 
made so that those who are not yet 
employing this method may see the 


advantages that would accrue if this — 


system should be adopted. It is not 
necessary, although in many cases 
it would be desirable, that tax-ac- 
counting machinery be employed in 
effecting these changes. Mechanized 
accounting possesses many inherent 
advantages over systems that are 
entirely manual, but the foregoing 
suggestions do not depend for their 
effectiveness upon a mechanical in- 
stallation. 


